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Tax Department:
Pension Plan Distributions 
May Be Subject To Penalties
Editor: Cherie J. O’Neil, VA Tech, Blacksburg, VA 24061
The Tax Reform Act of 1986 
(TRA’86) imposes a new 15 percent 
penalty on large distributions for 
qualified employer AND individual 
retirement arrangement (IRA) plans. 
The TRA’86 also imposes a 10 per­
cent penalty on early withdrawals 
from all qualified plans. Prior to 
1987, this 10 percent penalty only 
applied to early withdrawals from 
IRA and Keogh plans. There is also a 
new 50 percent penalty on excess 
accumulations in qualified retire­
ment plans.
The 15 Percent Penalty
The Sec. 4983 penalty is geared 
toward individuals who have large 
accumulations in qualified retire­
ment plans. TheTRA’86 requires pay­
ment of a 15 percent penalty on any 
partial distribution in excess of 
$150,000 per year or on any lump 
sum distribution in excess of 
$750,000. Distributions made pur­
suant to a qualified domestic rela­
tions order and distributions rolled 
over into another retirement plan 
are not subject to the 15 percent 
penalty. If the distribution is made 
after the death of the individual, the 
tax is imposed on the estate and may 
not be offset with the estate tax 
credit. There is also a grandfather 
clause exempting accrued benefits 
as of August 1, 1986, from the penalty 
if the accrued benefit exceeds 
$562,500. The exemption amounts 
will be indexed for future cost-of- 
living increases.
The 10 Percent Penalty
The 10 percent early withdrawal 
penalty of Sec. 72(t) has been ex­
panded to include distributions oc­
curring before age 59½ from quali­
fied retirement plans. The prior rules 
permitting withdrawals without pen­
alty from retirement plans for hard­
ship, medical, and education pur­
poses have been repealed.
The 50 Percent Penalty
Sec.4974 requires that a minimum 
distribution must begin from a quali­
fied plan by April 1 of the year fol­
lowing the calendar year in which 
the individual reaches age 70½. 
Otherwise, a 50-percent penalty is 
imposed on the amount by which 
the minimum required distribution 
exceeds the actual amount distrib­
uted during the tax year.
Avoiding Imposition 
of Penalties
Individuals participating in quali­
fied employer retirement plans, as 
well as those who are saving for 
retirement by making contributions 
to IRAs and Keoghs, must structure 
their retirement plans to avoid im­
position of these penalties. The fol­
lowing suggestions should be fol­
lowed:
1. Lump sum distributions from qual­
ified retirement plans in excess of 
$750,000 should be rolled over 
into an IRA to avoid the 15 per­
cent penalty on lump sum distri­
butions.
2. Distributions from qualified retire­
ment plans should not begin prior 
to the year in which the individual 
reaches age 59½ to avoid the 10 
percent early withdrawal penalty.
3. Minimum annual distributions 
from qualified retirement plans 
should begin no later than the 
year after the year in which the 
individual reaches age 70½ to 
avoid the 50 percent penalty. How­
ever, it may be necessary to begin 
making the distributions much 
earlier in order to keep the re­
quired minimum annual distribu­
tion below $150,000 to avoid im­
position on the 15 percent penalty.
The TRA’86 makes planning for 
retirement more complex. Individu­
als with substantial accrued benefits 
in qualified retirement plans should 
seek assistance from a tax profes­
sional to insure that these penalties 
will not be imposed.
A message from the new 
Tax Department Editor
Since I have agreed to become the 
editor of the Tax Department of The 
Woman CPA, I would like to tell you 
about my background and about my 
expectations for the Tax Depart­
ment. I’m an associate professor of 
accounting at Virginia Polytechnic 
Institute and State University (VA 
Tech), where I teach both graduate 
and undergraduate tax courses. I 
received the CPA in Colorado in 
1972 while working for the IRS as a 
Revenue Agent and received a Ph. D. 
in 1980 from the University of Colo­
rado. I enjoy doing all kinds of tax 
research — including legal research 
and public policy research.
I view the Tax Department of The 
Woman CPA as a forum for readers 
to share their knowledge and exper­
tise in taxation. Many of our readers 
research tax topics when preparing 
tax returns for clients and employ­
ers and The Woman CPA would like 
for you to share your research. For 
example, have you relied on a recent 
tax case or revenue ruling that you 
would like to share with others? Or 
in studying the Tax Reform Act of 
1986 have you discovered an unin­
tended result or a trap for the unwary 
on one of the new code sections that 
you would like to share? Or what 
techniques do you use in tax plan­
ning that you would like to share 
with our readers?
If you have never submitted any­
thing for publication, let me briefly 
review how you should begin. First, 
make sure your idea is original and 
one that would be of interest to our 
readers. Next, outline what you want 
to say. After you have put your 
thoughts in a logical order, write 
your manuscript using your outline 
as your guide. If what you have writ­
ten is ten pages or less (double 
spaced), send it to me for considera­
tion. (If your paper is longer, you 
may want to consider submitting it 
for publication as a main article, and 
in that case your manuscript should 
be sent to Dr. Poland Madison, As­
sociate Editor, of The Woman CPA.) 
I hope to begin receiving articles 
from you soon. Ω
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